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THE KNIGHTS OF LABOR: PREDECESSORS OF 


THE C.I.O. 
By FRED LANDON 


ABOR news has occupied a 

large space in Canadian news- 
papers during the last year and 
there has been widespread public 
interest in the developments conse- 
quent upon the schism in the ranks 
of the American Federation of 
Labor. The name of John L. Lewis 
has rivalled that of President 
Roosevelt in the political news of 
the United States and the unusual 
nature of strike methods has 
seemed to many people to be not 
far from civil war. What has hap- 
pened under the regime of the 
C.I.0. has been regarded as an 
entirely new phenomenon in labor 
tactics in North America, and be- 
cause of its apparent new and 
strange character it has created a 
widespread suspicion and fear in 
many quarters. Any student of 
American labor history would 
recognize, however, that the C. I. O. 
movement is not as new as it might 
seem to be; that, indeed, it is but 
a further stage in the long struggle 
between the craft and the indus- 
trial union which began in the 
years immediately following the 





Civil War in the United States. It 
was in the year 1869 that a small 
group of garment-cutters in Phila- 
delphia, headed by Uriah S. Ste- 
phens, founded the organization 
known as the Knights of Labor. It 
was designed to include in its mem- 
bership both skilled and unskilled 
labor and it may be of interest to 
state at once that it is still in exist- 
ence. In'its day it had a member- 
ship running into the hundreds of 
thousands and fought several large 
strikes successfully. Then it was 
supplanted, about the middle of the 
eighties, by the American Feder- 
ation of Labor, which now, after 
fifty years, is receiving the most 
threatening challenge in its history. 

Uriah Stephens, the founder of 
the Knights of Labor, possessed 
considerable idealism. He was, 
from what we know of him, a man 
of force of character, a lover of 
books, fond of secrecy in organiza- 
tion and probably influenced in his 
political and economic thinking by 
contact with some of the German 
refugees of 1848. In its early days 
the Order depended not a little 
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upon ritual and mystery to attract 
members and its growth was slow 
until hard times came with the 
panic of 1873 and the discontented 
of the period found a place in the 
new organization. By 1877 it was 
the dominant American labor move- 
ment of its day. In 1885 the 
Knights won a strike on Jay 
Gould’s Wabash road and won in 
a further contest with Gould in the 
following year. 

“Immediately,” says a writer on 
this period, “there began a veri- 
table stampede of the loose labor- 
ing masses to join the K. of L. 
unions. The membership of the 
Order increased so rapidly that the 
general officers, fearful lest the 
organization should become so huge 
as to be utterly unmanageable, be- 
gan to refuse charters to new 
locals. Among the new members 
were tens of thousands of unskilled 
and foreign born laborers.” 

Then came the Haymarket Riot 
at Chicago in 1886, which sent a 
shiver over the conservative ele- 
ment of the country. Enemies of 
the Knights of Labor immediately 
attributed the tragedy of the Chi- 
cago riot to their influence and, 
while the leaders vigorously denied 
any connection with the affair and 
even withdrew from a strike al- 
ready projected, the unfair rumor 
spread over the country. All strikes 
conducted by the Knights after 
May, 1886, failed. It is impossible 
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to escape the conclusion that at 
this crisis in its history the leader- 
ship of the Order was in weak 
hands. Terence J. Powderly, who 
was at the helm during the heyday 
and also during the decline of the 
organization, was no Samuel Gom- 
pers or John L. Lewis. He was 
described as “a slender man, under 
average height, with mild, blue 
eyes behind glasses. He plucked 
nervously at a blonde moustache, 
which completely hid his mouth 
and fell down in two points around 
his chin. He seemed to be suffer- 
ing from a perpetual cold in the 
nose.” The description is not fiat- 
tering, but it leaves the impression 
of a man, simple in mind, at the 
head of a movement which had 
gone so far beyond him that he was 
always merely catching up with it. 
It would not be untrue to say that 
whatever the Knights of Labor 
achieved was in spite of rather 
than through its leaders. Louis 
Adamic has referred to them as an 
assemblage of windbags and he is 
still more scornful in his references 
to some of the minor figures in the 
organization. 

The University of Western On- 
tario Library possesses the original 
charter which was granted to the 
Port Hope (Ont.) Assembly of the 
Knights in November, 1882. A 
student of handwriting would be 
interested in the bold signature of 
Powderly. The principles of the 
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Order are stated, “Secrecy, Obedi- 
ence and Mutual Assistance,” and 
the seal bears the motto “That is 
the most perfect government in 
which an injury to one is the con- 
cern of all.” If this motto were 
taken literally, no distinction could 
be made as between skilled and un- 
skilled, male and female, native or 
foreign born, black or white. An 
injury to one was the concern of 
all. This, it will immediately be 
seen, was far removed from the 
more practical and more material 
viewpoint of the American Feder- 
ation of Labor which, under Gom- 
pers, shoved the Knights far into 
the background after 1886. 

It was this concern for all which 
was the basic weakness of the 
Knights, and it will be of interest 
to see how John L. Lewis will meet 
this similar situation in our own 
day as he tries to work out the 
problem of organizing the unskilled, 
those who now are unable to ob- 
tain representation in the craft 
unions. Powderly talked in ideal- 
istic phrases that would sound 
strange coming from the lips of 
Lewis, but the problem is the same 
and there are many who will won- 
der if history will repeat itself and 
craft organization again triumph. 
He would be a bold prophet who 
would give an answer at this time. 

Some five years ago the writer of 
this article became interested in 


the history of the Knights of Labor 
and made inquiry from several 
sources to find out if the organiza- 
tion had completely disappeared or 
still survived in some remote corner 
of the Republic, perhaps under a 
new name. A letter addressed to 
the offices of the American Feder- 
ation of Labor at Washington 
brought from its secretary the 
statement that the Knights of 
Labor had gone out of existence. 
The Handbook of American Trade 
Unions, issued by the Department 
of Labor at Washington, in its 1929 
issue said: “The Order of the 
Knights of Labor has been elimi- 
nated in this revision, because it is 
no longer regarded as a national 
economic organization within the 
meaning used in the handbook.” 
From other sources came similar 
statements to the effect that the 
Knights were no longer in exist- 
ence. 

It was of some interest, there- 
fore, to find out if possible when 
the Order disappeared and when 
and where it was last reported. 
This information was supplied by 
the Department of Labor at Wash- 
ington. The last known address of 
the Order was 228 Tremont Street, 
Boston. An inquiry made to the 
Boston Public Library brought the 
information that the Knights still 
had an office at the address given 
above. A letter addressed to the 
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secretary brought a courteous re- 
ply from Mr. Thomas H. Canning, 
General Master Workman and 
Secretary-Treasurer of District 
Assembly No. 30. A few months 
later came an opportunity to visit 
the headquarters of the Order. 

Tremont Street is a busy retail 
thoroughfare with old and new 
buildings intermingled. No. 228 
proved to be a four-story structure, 
apparently erected in the sixties or 
seventies, with a store on the street 
level and offices above. A stairway 
led from the ground floor, but curi- 
ously there was an elevator leading 
from the second floor. The office 
of the Knights of Labor was on the 
fourth floor and through a door 
partly open there was in view a 
short, stout man, with gray hair, 
wearing glasses and neatly dressed. 
He was seated at an old-fashioned 
roll-top desk. I introduced myself 
and was kindly received. The office 
was small, dingy and dusty. There 
were gas jets, but these were ap- 
parently not used as there were 
two old-fashioned oil lamps. Across 
one end of the room was a row of 
plain kitchen chairs. Here and 
there were bundles, probably of 
records or correspondence, showing 
no indication of having been dis- 
turbed in a long time. 

Mr. Canning told some details of 
his own life. He was an English- 


man by birth and came to the 
United States in 1880. He had 
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never in his life been out of work, 
but had engaged in various occupa- 
tions. He had been associated with 
the Knights from a time soon after 
his arrival in America and had 
known Terence J. Powderly well. 
Powderly had once asked him to 
edit the Journal of the Order at a 
salary of $100 a week and on a 
three-year contract, but he had 
declined the offer. Powderly, he 
believed, had lost his nerve in the 
later stage of the controversy be- 
tween the Knights and the Ameri- 
can Federation of Labor. 

The secrecy which surrounded 
the activities of the organization 
was touched upon. He thought 
that much of the secrecy was an 
appeal to the native American love 
of such hocus-pocus in an organiza- 
tion. Meetings were summoned by 
making chalk marks of a particular 
nature on the sidewalks. The 
ritual of the Order for the admit- 
tance of new members was prob- 
ably based on Masonic ritual and 
was of an elaborate character. Dur- 
ing the conversation he unlocked 
his desk and took out a copy of the 
ritual that had been in use in days 
gone by. He opened at a particular 
place and read it. The candidate 
for admittance was being asked if 
he understood what was meant by 
a certain sign or phrase. His an- 
swer was that he understood it to 
mean that of the seven days of the 
week one was to be given to God, 
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one to humanity and the remaining 
five to labor. 

“There you are,” was Mr. Can- 
ning’s comment. “You see we were 
the first to propose a five-day 
week.” 

An inquiry as to the existing 
state of the Order brought the in- 
formation that the Knights still 
had assemblies among the civic 
employees of Boston and some of 
the Boston and Albany Railroad 
employees, as well as others. A con- 
vention of the Order had been held 
in Boston in 1932 and the next one 
would be held in New York City in 
1934. This was subsequently can- 
celled because of the depression 
throughout the country at that 
time. 

Subsequent to the writer’s visit 
with Mr. Canning in Boston he 
forwarded to the library of the 
University of Western Ontario a 
number of the annual reports of 
the Knights of Labor and proceed- 
ings of their annual conventions. 
In sending these he wrote: 

“I am sending you today by 
parcel post all the proceedings of 
the general assembly of the Order 
that I could find. Therein you will 
read the hopes and aspirations of 
our great leaders, men with vision, 
then you will read the fights and 
selfishness of the men fighting for 
power and control; all of them, I 
believe, have passed away. Those 





of us that are left are trying to 
build up again what the others 
have torn down, profiting, I hope, 
by the folly of their action. I have 
sent you everything I could find in 
searching all our files and now we 
have none others left us. If your 
journey through life should lead 
to Boston again, it will be a very 
great pleasure to me to have an 
opportunity of seeing you again, 
and at least saying welcome to 
Boston.” 

One remark made to the writer 
by Mr. Canning was repeated the 
next day to Professor Ralph Free- 
man, head of the department of 
economics in Massachusetts Insti- 
tute of Technology and formerly 
head of the department of eco- 
nomics in the University of West- 
ern Ontario. This was in the 
nature of a prediction that there 
would be a return before long in 
labor organization in the United 
States to some of the basic ideas of 
the Knights. With this observa- 
tion Professor Freeman agreed. 
That was in 1933 and four yeers 
later the prediction has been ful- 
filled in rather surprising fashion. 

The activities of the Knights of 
Labor extended into Canada, in 
both Quebec and Ontario. In Que- 
bec the organization was for a time 
favored by the Roman Catholic 
Church, but later fell into disfavor 
and the open opposition and even 
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hostility of the Church was eventu- 
ally the chief factor in its disin- 
tegration in the French-Canadian 
province. In Ontario the Knights 
were first organized in Hamilton 
about 1879 and were particularly 
strong in the Niagara Peninsula. 
The Labor Palladium, published in 
Hamilton, was the official organ in 
Canada. Even after the Order was 
on the down grade in the United 
States, it still continued in Canada 
for a time. In the 1887 federal 
election a Knights of Labor man 
named Larke assisted Sir John 
Carling in the London contest. 
Labor issues loomed large in the 
election generally, Sir John A. 
Macdonald making a strong appeal 
for labor support and promising 
various reforms if _ re-elected. 
Among the Macdonald papers in the 
Federal Archives at Ottawa may 
be found a group of carefully pre- 
pared speeches dealing with labor 
matters which were intended for 
use in the contest. Professor Harold 
Logan, in his history of labor move- 
ments in Canada, says that during 
the decade or less when the 
Knights of Labor were showing 
their chief strength, the labor 
movement was characterized in 
Canada by a great deal of idealism 
and by expectations of rapid im- 
provement to be brought about by 
different types of reforms. Later, 
as the movement declined, the ideal- 
ism waned. In Canada, as in the 


United States, there was blame 
placed upon the Knights for labor 
troubles whether they were guilty 
or not. A street car strike in To- 
ronto during the eighties was at- 
tributed to their influence. 

The spirit of the crusader was 
present in the ranks of the Knights 
of Labor, as it later appeared also 
in the Populist “free silver” upris- 
ing of the early nineties. Indeed, 
in the ranks of the Populists, with 
their songs and their slogans, there 
must have been many former fol- 
lowers of Powderly. During the 
early eighties, when success over 
Jay Gould seemed to herald a new 
day for labor, there were to be 
heard such doggerel verses chanted 
as the following: 


Toiling millions now are waking— 
See them marching on; 

All the tyrants now are shaking, 
Ere their power’s gone. 


CHORUS: 


Storm the fort, ye Knights of Labor, 
Battle for your cause; 

Equal rights for every neighbor— 
Down with tyrant laws. 


There is no single definite history 
of the Knights of Labor, but they 
are mentioned in all accounts of 
the American labor movement and 
in such encyclopedic works as the 
Commons Documentary History of 
American Industrial Society. The 
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autobiography of Powderly, “Thirty 
Years of Labor, 1859-1889,” is an 
essential source for any student of 
the organization, as is also the 
autobiography of Samuel Gompers. 
Many phases of the subject have 
been treated in economic and other 
journals. As recently as August, 
1934, there was an article in Le 
Bulletin des Recherches Historiques 
dealing with the past activities of 
the Knights in the Province of 
Quebec. There are probably men 
still living in Ontario cities who 
were connected with the organiza- 
tion in the eighties and who could 


draw upon their memory for inter- 
esting details of its activities. If 
such recollections are to be pre- 
served this work needs to be done 
at once. Written records, such as 
minutes of assemblies, etc., have 
probably largely disappeared. Even 
the printed journals, which must 
have had an exceedingly large cir- 
culation at their peak, are now 
practically unobtainable. The story 
of the Knights has even become the 
theme of a novel, Octave Thanet 
(Alice French) being the author 
of a fictional treatment of the 
Order. 











SHORTCOMINGS OF PRESENT-DAY FINANCIAL 


STATEMENT PRACTICE 
By DAvID SHALES 


N the light of the principles of 
corporate financial report pres- 
entation and of the requirements 
of the law in this regard, it is 
interesting to observe present-day 
practice as exhibited in the finan- 
cial statements of actual Canadian 
corporations. In this article ex- 
cerpts will be taken from, financial 
reports studied by the writer for 
the purpose of illustrating some of 
these various principles. 

In the current asset sections of 
the statements examined, several 
of the balance sheets failed to show 
any sub-heading for current assets. 
Although these statements showed 
a separate total for a list of assets 
which were probably meant to be 
current, the failure adequately to 
label them as such, coupled with 
the fact that some rather doubtful 
items were included in the total, 


was sufficient to arouse the_sus- 
picion of a reader. The current 
section should always be properly 
headed as Current Assets in order 
that the reader may have the assur- 
ance of the word of the company 
and of the auditors that the items 
listed are actually current. Such 
failure properly to classify the 
items in a balance sheet makes the 
analysis of the financial condition 
of a company either impossible or 
more or less inaccurate. In this 
regard classification is particularly 
important because of the lack of a 
uniform terminology, and because 
the individuals responsible for the 
statements are in the best — and 
often the only — position to know 
exactly how an item should be 
classified. One of the sections to 
which exception was taken in this 
connection was set forth as follows: 


ASSETS 


Cash on hand and in sundry banks. 
Cash in hands of buyers and branches.......... 


Accounts and Notes Receivable, less reserves............ 


ee eeeeeeeseneeee 





Inventories—(including stores and supplies) as de- 
termined and certified by the management and 


valued at the lower of cost or market.................. 


Life Insurance—Cash surrender value less loans on 





policies 


Mortgages receivable and sundry investments............ 








It will be noted that, although a 
separate total is given for this sec- 
tion, there is no sub-heading. The 
statement, moreover, fails to indi- 
cate the nature of the “Sundry 
Investments,” that is, whether 
they are current or fixed, and fails 
also to indicate the basis of valu- 
ation of the “Mortgages Receivable 
and Sundry Investments.” Another 
objectionable practice in connection 
with the above statement is the 
showing of the Accounts and Notes 
Receivable at their net figure in- 


Manufactured Goods, Raw Materials and Supplies, priced 
at approximate cost, as determined and certified to 


by responsible officials 
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stead of showing their gross figure 
first and then subtracting the 
stated reserve. The failure to 
classify inventories is another 
weakness of the above illustration. 

The failure to classify inventor- 
ies was an almost universal weak- 
ness of the statements examined. 
This, as well as the objectionable 
practice of valuing the inventories 
at cost instead of at the lower of 
cost or market, or at least of show- 
ing the market value in brackets, is 
illustrated in the following excerpt: 


XXXXXXXXXX 





Failure to indicate the basis of 
valuation of permanent invest- 
ments is illustrated by the follow- 


Securities and Mortgages 







ing quotation taken from one of the 
balance sheets examined: 


XXXXXxXxX 





Shares in and Accounts Receivable from subsidiary 


companies not consolidated: 
Shares in 






XXXXxXxX 





Accounts Receivable 





XXXXX XXXXXX 





Many shortcomings were ob- 
served in the statements of fixed 
assets studied. The objectionable 
practice of showing the reserve for 


Capital Assets: 


Land, Buildings, Plant, Transportation and other 


equipment (at Cost) 













depreciation as a deduction from a 
group of depreciable and non- 
depreciable assets is illustrated by 
the following example: 


XXXXXXXXXXXX 





Less: Reserve for Depreciation 





XXXXXXXXXX 





In the case cited here, land, 
which is a non-depreciable asset, 
should have been segregated in 
order that the reserve for depreci- 








ation could have been deducted 
from the value subject to depreci- 
ation. If this were done, the stock- 
holder would have a clearer idea of 
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the status of the company’s fixed 
assets and of its policy in depreci- 
ating them. 

The above illustration is objec- 
tionable also in that it does not pro- 
vide any classification of the fixed 
assets. Satisfactory presentation 
in this regard requires that the 
various fixed assets should be 
separately classified and, then, that 
the various depreciation reserves 
should be likewise classified and 
shown deducted separately from 
the appropriate asset accounts. 
Where the need for condensation in 
the balance sheet does not permit 
space for this amount of detail, the 
information should be shown in an 
accompanying schedule referred to 


Fixed Assets: 
Real Estate and Buildings at 


This deduction of depreciation 
reserves and similar accruals from 
the gross values, reporting only the 
residual figures, is apt to give an 
air of precision and finality to what 
are at the best little more than 
careful estimates. This practice, 
moreover, also leaves the reader in 
the dark as to the status of the 
plant and the company’s policy with 
respect to it. 

Where appraisal values are used, 
the statements should provide a 
clear and complete disclosure of the 
facts. This would require that the 


this way so as to give complete in-. 
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in the balance sheet. Failure to 
provide in any way for classifica- 
tion of the fixed assets so that the 
reader might be given a sufficiently 
clear picture of their status and of 
the company’s policy in regard to 
depreciating them was almost uni- 
versal in the statements studied. 
In only one case were the fixed 
assets satisfactorily classified and, 
even in that case, the reserve for 
depreciation was shown in a lump 
sum, 

Another unsatisfactory practice 
followed by some companies was 
the showing in the balance sheet of 
net book-values only in connection 
with fixed assets. This is illus- 
trated by the following quotation: 


cost, less depreciation 
and less amounts written off. 
Plant and Equipment at cost, less depreciation............ 





amount of the cost should be shown 
first, together with the amount of 
the depreciation reserve applicable 
to cost and, then, that the amount 
of enhancement or write-down re- 
sulting from the appraisal, together 
with the modifying depreciation 
reserve adjustment, should be 
shown separately as a supplement 
to the cost data. The study of the 
statements made, however, failed 
to reveal a single instance in which 
the appraisal values were shown in 





aA- 
ie 
y 
of 


i- 


i, 
r 


e 
Ss 
\f 


ee OO fF ODO ww SS TF 








SHORTCOMINGS OF PRESENT-DAY FINANCIAL 





143 


STATEMENT PRACTICE 


formation, including cost. The 
typical presentation of appraisal 


Lands, Buildings and Plant, based 
values as reported by 
Limited in 19 » plus the 
additions : 








values is exemplified by the follow- 
ing: 


on appraised sound 
Appraisal Company 
cost of subsequent 
XXXXXXXXXX 





Less: Reserves for Depreciation 


XXXXXXxX 





Net Lands, Buildings and Plants. 


XXXXXXXXXX 





Here the law is at fault as it only 
requires the amount of the ap- 
praisal write-up to be revealed in 
cases where the appraisal has been 
made within a period of three years 
prior to the date of the balance 
sheet. The law, then, should be 
changed so as to require complete 
information as outlined in the 
earlier part of this paragraph. 

Although many of the state- 
ments studied showed fixed assets 
at appraisal values, only one of 
them showed a separate classifica- 
tion of surplus for the Surplus 
Arising from the Appraisal of 
Fixed Assets. The inference is, 
then, that this appraisal or revalu- 
ation surplus had been included in 
some cases in a general surplus ac- 


Fixed Assets: 


count, and in other cases, inasmuch 
as earned surplus was the only sur- 
plus account shown, in the earned 
surplus. This is typical of the gen- 
eral failure to reveal adequately 
what had actually taken place in 
setting up assets at appraisal 
values. 

In one balance sheet an instance 
was found which illustrates very 
well the practice of including items 
wrongly under various sub-head- 
ings. This particular case includes 
under fixed assets, items which 
should have been shown under in- 
tangibles and under permanent 
investments. The fixed asset sec- 
tion in this particular case was set 
up as follows: 


Plants, Buildings and Equipment.................... XXXXXXXX 


XXXXX 





Land 
Goodwill, Patents and Proc 


XXXXXX XXXXXXXXX 





Shares in Subsidiary Companies 


Shares in other Companies 


en eeereteeeeteeeeeeees 


XXXXXX 
XXXXXXXX XXXXXXXX 





The showing of “Goodwill, Pat- 
ents and Processes” in the same 
group as land and plants, buildings 





and equipment can scarcely be con- 
sidered good practice in statement 
presentation, while the showing of 
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the investment in the shares of 
subsidiary and other companies 
under fixed assets can scarcely be 
considered as proper classification 
procedure. 

In intangible assets, there was an 
almost universal failure on the part 
of the statements examined to re- 
veal the basis of valuation used. In 
connection with deferred charges, 
there was almost no attempt at any 
classification which would aid the 
clarity of presentation. 

As a final criticism of the asset 
side of the balance sheets studied, 
in no case where certain liabilities 
were secured, were the pledged 
assets indicated. Although the law 
requires in such cases only that the 
secured liabilities should be indi- 
cated, it is very important that the 
stockholder should know what 
assets have been pledged. In the 
preceding chapter, it was suggested 
that the law should be changed so 
as to require this information. 

In the liabilities and net worth 
side of the balance sheet, none of 
the statements examined, which 
had fixed liabilities in addition to 
current liabilities, showed a separ- 


General and Depreciation Reserve 
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ate total for all liabilities and a 
separate total for net worth. Fail- 
ure to do this, coupled with such 
objectionable practices as the list- 
ing of capital stock and surplus 
accounts at the opposite extremes 
of the liability side of the state- 
ment, the combination of surplus 
and non-surplus reserves, and the 
failure to distinguish adequately 
between surplus reserves, asset 
valuation reserves and liabilities 
labeled as reserves, results in a 
balance sheet presentation which 
fails to display clearly the book 
value of the stockholder’s equity. 
In this regard many of the state- 
ments studied may be criticized in 
that they did not show capital ac- 
counts, unappropriated surplus and 
true surplus reserves juxtaposed so 
as to reveal the total stock equity 
and all of the statements studied 
may be criticized in that they actu- 
ally did not give a total of the stock 
equity. 

An outstanding example of the 
combination of surplus and non- 
surplus reserves was found in a 
balance sheet where the following 
account title was shown: 


XXXXXXXXXXXX 





This illustration may be taken as 
the ultimate in objectionable re- 
serve practice. In the first place, a 
surplus reserve and an asset valu- 
ation reserve are shown combined; 
in the second place, the depreciation 


reserve should not appear on the 
liability side of the balance sheet, 
but; rather, it should appear as a 
deduction from the appropriate 
asset account; and, in the third 
place, the title “General Reserve” 
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STATEMENT PRACTICE 


fails completely to classify the re- 
serve so that its true nature might 
be known. Satisfactory practice 
requires that the reserves are given 
in detail and so designated that 


Insurance, Contingent and other Reserves 


In the income sheets of the com- 
panies studied, the great majority 
opened with the net operating 
profit before depreciation, obsolesc- 
ence and depletion and income 
taxes as required by the Companies 
Act. Even in those statements 
which opened with sales or revenue 
figures, there was no satisfactory 
classification of cost of sales or uf 
operating expenses, except to dis- 
close depreciation, remuneration of 
directors and remuneration of legal 
counsel and executive officers as 
required by the law. None of the 
statements examined presented in- 
formation complete enough to per- 
mit of a satisfactory ratio analysis 
of the operations of the company 
on the part of a reader. In this 
regard it has been previously 
pointed out that an adequate calcu- 
lation of the net operating profit 
should reveal at least the following 
figures: net sales or revenues, cost 
of sales classified to show materials 


Minority Interest in Capital Stock 
Company 


their true nature is indicated. An- 
other example of objectionable 
reserve practice was found in a 
balance sheet which showed the 
following account: 


XXXXXXXXXXX 





costs, labour costs and burden costs, 
gross margin on sales, and operat- 
ing expenses classified to show dis- 
tribution costs and administrative 
costs. 

In the consolidated statements of 
holding companies and their sub- 
sidiaries which were examined, 
there was a complete failure to 
show the financial statements of 
the holding company along with the 
consolidated financial statements. 
Many of the consolidated state- 
ments, moreover, failed to list the 
companies consolidated or to show 
the degree of ownership in sub- 
sidiaries. Where there was a 
minority interest, the minority in- 
terest was not always adequately 
shown. The following provision for 
a minority interest in a balance 
sheet examined failed to reveal the 
percentage ownership of the 
minority interest in the subsidiary 
or to show the amount of the 
minority interest in the surplus: 


of Subsidiary 
saab XXXXXXXXXXXX 





Likewise, the same company 
failed to show any allocation of the 


profits for the year to the minority 
interest. One so-called “Consoli- 
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dated Balance Sheet” failed to 
carry out the elimination of inter- 
company receivables and payables 
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inasmuch as it showed the two 
following items: 


(1) Investment in and Advances to Subsidiary Companies, 


less Reserve: 


Investment in Capital Stock 


Advances 


XXXXXXXxX 








(2) Advances from Subsidiary Company. 


In no instance was any attempt 
made to explain what had actually 
been done or what had taken place 
in the consolidation of the state- 
ments. The reader was left com- 
pletely in the dark in regard to the 
principles and methods of consoli- 
dation followed. 

This matter of failure to explain 
to the reader what has been done 
in order to arrive at the figures as 
presented in the statements leads 
to the final criticism of corporate 
financial report practice. In the 
opinion of the writer, the state- 
ments examined failed, in general, 
to reveal adequately the accounting 
principles, practices, methods and 
policies which had been followed in 
their preparation. As a result, the 
reader was unable to determine 
exactly the real meaning which he 


XXXXXXXX 


XXXXXXXX 
XXXXXXXX 





should take from many of the items 
and figures presented. Doubt as 
to the real meaning or nature of 
various accounts is a serious handi- 
cap to the stockholder who at- 
tempts to analyze the statements 
in order to obtain a clear picture of 
the position and accomplishments 
of the company. This whole diffi- 
culty of the uncertainty in regard 
to the accounting policies followed 
and as to the real meaning of the 
various accounts presented can only 
be cleared up by requiring every 
company to provide its stockhold- 
ers with an authorized summary of 
the accounting principles and prac- 
tices which it follows in the prepa- 
ration of its financial reports. The 
importance of this measure has 
been discussed previously through- 
out this work. 











wo 


ms 


of 
di- 
at- 
nts 
. of 
nts 
iffi- 
ard 
ved 
the 
nly 
ery 
Ild- 
r of 


pa- 
The 
has 
gh- 








FOREIGN CAPITAL — FRIEND OR FOE? 


By JoHN LANIGAN 


HE term, “National Policy,” has 

been in common use in Canada 
since 1878, when it was responsible 
for Sir John A. Macdonald’s return 
to power. Because the chief feature 
of the National Policy was protec- 
tionism, and because protection 
chiefly means a tariff on imported 
goods, National Policy and high 
tariff have come to be synonomous 
in the mind of the average voter. 
One by-product of this confusion 
of thought has been the vague idea 
that Canada should be protected 
from the importation of capital as 
well as from the importation of 
goods. Fortunately for Canadian 
progress, this idea has not been put 
into practice, but it still exists and 
our politicians have done little to 
correct or discourage it. 

Now that Macdonald belongs to 
history, members of all political 
parties will admit that he was a 
great Canadian statesman. He had 
a great vision of the future develop- 
ment of Canada, and he lived long 
enough to see that development 
working out in accordance with his 
vision. It might not be out of place 
to consider briefly what his Na- 
tional Policy really meant. 


In the first place, it was a logical 
outgrowth of Confederation. In 
1867 a new nation had come into 
being —on paper. The British 
North America Act had provided a 
charter for a United Canada, but 
there still remained sectional jeal- 
ousies and prejudices to be ad- 
justed. The work of the Fathers 
of Confederation had not ended in 
1867. It had really only begun. 

The purchase of the Hudson’s 
Bay Company’s territories and the 
building of the Canadian Pacific 
Railway were matters of immedi- 
ate necessity if the new Dominion 
was to span the Continent. Then 
the Pacific Scandal broke, with re- 
sults disastrous to Macdonald and 
his party. 

The years 1873 to 1878, while 
Macdonald was in opposition, saw 
the commencement of work on the 
C.P.R. as a Government enter- 
prise and the opening of the Inter- 
colonial Railway. The essential 
transportation systems of the new 
nation had thus been sketched. But 
something still seemed lacking in 
the plan. When Macdonald an- 
nounced the National Policy, the 
country realized that he was the 
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indispensable chief architect, the 
Pacific Scandal was forgotten and 
for the remainder of his life he 
retained the post of Prime Minis- 
ter. 

Now, if the National Policy had 
been simply a protective tariff, it 
is unlikely that it would long have 
held the imaginations of Canadian 
voters. What Macdonald advo- 
cated was a policy for the develop- 
ment of Canada as a nation. Pro- 
tection was an important, even an 
essential part of the policy, but it 
was not the policy itself. Macdon- 
ald saw that Canada’s prosperity 
lay, not in the export of raw ma- 
terials, but in the further manu- 
facture of those materials within 
her own borders. The National 
Policy aimed at utilizing to the 
greatest possible extent the natural 
resources of Canada for the benefit 
of Canadians. 

It was a great conception and 
sound statesmanship. However, it 
was vulgarized from the beginning. 
Mixed with it in the popular imagi- 
nation were distrust and envy of 
the United States, feelings that 
were to find expression later in the 
election slogan of 1911, “No truck 
or trade with the Yankees!” The 
termination of the Reciprocity 
Treaty by the United States in 
1866 had looked like a slap in the 
face and no doubt many voted for 
the National Policy in the expecta- 
tion that it would return the blow. 





However useful such prejudices 
and slogans may be politically to 
return a party to power, they can 
have no place in a policy that is 
truly national. Protection against 
importations of goods that compete 
with domestic production is a logi- 
cal and effective means of building 
up a variety of domestic industries. 
But combined with protection 
against goods we must have free 
trade for the importation of capi- 
tal. Otherwise the National Policy 
becomes a Parochial Policy. 

It is this latter side of the Na- 
tional Policy that is forgotten by 
those who interpret Macdonald’s 
conception of Canada’s future pure- 
ly in terms of tariff protection. We 
may be sure that he never intended 
that capital should be discouraged 
from seeking possibilities for in- 
vestment in Canada, and that he 
recognized that Canada’s chief eco- 
nomic needs in his time as in ours 
were more capital and more people. 

It is true that for sentimental 
reasons he might have preferred 
that both capital and people should 
immigrate from Great Britain 
rather than the United States. But 
the facts of geography have been 
against this hope. Although large 
amounts of money from the United 
Kingdom have been invested in 
Canada, the bulk of outside invest- 
ment has come from the nearer 
neighbor. 

Some Canadians are fond of 
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viewing this condition with alarm. 
It must be admitted that on occa- 
sions the utterances of United 
States politicians have been tact- 
less enough to give Canadians 
legitimate ground for annoyance. 
Hardly a year passes without some 
congressman’s advocating the an- 
nexation of Canada, and even a 
President of the country once spoke 
of Canada as “a commercial ad- 
junct of the United States.” Such 
statements, whether they spring 
from ignorance or from the useful 
political strategy of twisting the 
lion’s tail, do not add to interna- 
tional friendliness. 

When these incidents occur, and 
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portion, then, of Canadian wealth 
is owned by foreigners, including 
in that term all non-residents of 
Canada? 

According to the Dominion 
Bureau of Statistics, the national 
wealth of Canada in 1929 was val- 
ued at $31,275,814,000, and in 1933 
at $25,768,236,000. Having in 
mind the recovery in values that 
has taken place since 1933, we can 
fairly place the present value of 
the national wealth at some point 
between these two estimates. 

The Bureau’s estimates of British 
and foreign capital invested in 
Canada as at January 1, 1934, 1935 
and 1936, are as follows: 


BRITISH AND FOREIGN CAPITAL INVESTED IN CANADA 

















(000 omitted) 
At January 1 
1934 1935 1936 
Great Britain .. $2,734,197 $2,801,835 $2,828,680 
United States 3,988,231 3,990,693 3,986,293 
CR CR cccsnnscinsonscasnensccetsinn 95,933 95,285 95,543 
Totals $6,813,361 $6,887,813 $6,910,516 


before they are smoothed over by 
speeches about our miles of unde- 
fended frontier, it is usual for some 
Canadians to become unduly ex- 
cited about the large amount of 
United States capital invested here. 
They see in it a threat to Canadian 
independence, a breaking of the 
bonds of Empire. 

If Canada’s commercial or politi- 
cal independence were endangered 
by foreign capital investment, one 
would expect to find some statistics 
bearing out the contention. What 








It will be noted that the total 
investment of outside capital in 
Canada is thus approximately 25 
per cent of the total national wealth 
—a large fraction, it is true, but 
still a minority interest. United 
States investment is approximately 
14 per cent of the national wealth. 

If this 14 per cent participation 
in Canada’s economic structure 
represented ownership, it would 
still not mean that the United 
States had a dominant position in 
Canadian affairs. But, if the esti- 
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mate as at January Ist, 1935, is 
analyzed, it is found that much of 
the capital investment of the 
United States is in the form of 
debts. Of the total United States 
investment, $3,990,693,000, there 
was 27 per cent, or $1,087,438,000 
in the form of Dominion, provincial 
or municipal securities. Another 
$1,298,025,000 or 31.5 per cent, was 
invested in railways and other 
Canadian utilities, and undoubted- 
ly much of this investment was in 
the form of bonds or debentures. 
Investment in industry accounted 
for $1,191,026,000. Here it is prob- 
able that the larger part might 
represent ownership, but some of 
the industrial investment would 
also be in the form of bonds. The 
remainder of the investment is 
classified under the headings of 
merchandising and. service, insur- 
ance, finance and mortgage cor- 
porations and miscellaneous. 

Now, even if the investment of 
American capital in Canada entire- 
ly represented ownership of Cana- 
dian enterprises, which it does not, 
would it necessarily constitute a 
threat to Canadian autonomy? If 
a Toronto company buys or builds 
a factory in London, Ont., one does 
not expect to hear outcries about 
Toronto domination, in spite of the 
fact that the rest of Ontario com- 
monly views Toronto with as much 
suspicion as Canada views the 
United States. On the contrary, 
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the citizens of London will welcome 
the newcomer in the knowledge 
that its establishment will mean 
more employment for London 
workers, more customers for Lon- 
don shopkeepers, more taxes for 
the city treasury. If the enterprise 
is profitable, some share of the 
profits will go to Toronto, but what 
the company sends away will be 
negligible in comparison with the 
permanent benefit it will have 
brought to London. 3 

There is no more reason to sus- 
pect an American company of 
ulterior political motives. The 
average industrialist is too ab- 
sorbed in the problems of his own 
business to worry about politics. 
When he establishes a plant in 
Canada, he has to accept Canadian 
laws and customs as a condition of 
doing business. He cannot afford 
to waste his time and jeopardize 
his chances of success in protests 
against Canadian ideas that do not 
jibe with those of the United 
States. 

A more serious complaint against 
American-owned Canadian compan- 
ies is that they fill their executive 
positions with people from the head 
office and leave only the subordi- 
nate positions open to Canadians. 
In some instances this may be true, 
particularly in the early years of a 
company’s Canadian existence. But 
at least an equal number of com- 
panies could be found that give 














Canadians the preference for all 
positions. 

Among prominent Canadian com- 
panies, the Canadian Pacific Rail- 
way is as emblematic of Canada as 
the maple leaf, and Canadians are 
in the majority in all grades of its 
employees. Yet in 1934 only 17.26 
per cent of its common stock was 
owned in Canada, compared with 
24.40 per cent owned in the United 
States, 52.50 per cent owned in the 
United Kingdom and 5.84 per cent 
owned in other countries. 

In Imperial Oil, Limited, a sub- 
stantial majority of the stock 
ownership is in the United States, 
yet all officers and directors are 
Canadian residents. 

In the Canadian dairy industry, 
the Borden Company, Limited, and 
associated companies play an im- 
portant part, as does their parent 
company in the United States. For 
their Canadian operations, they fol- 
low the policy of employing Cana- 
dians in executive as well as in all 
other positions. Incidentally, Cana- 
dian stock ownership in the parent 
company is roughly equivalent in 
value to the investment of the com- 
pany in Canada. 

The Goodyear Tire & Rubber Co. 
of Canada, which is closely affili- 
ated with the Goodyear Tire & 
Rubber Co. of the United States, 
offers an interesting example of a 
process that is frequently dupli- 
cated in Canadian-American indus- 
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try. The former president, Mr. C. 
H. Carlisle, was born in Ohio and 
spent the early years of his busi- 
ness career there. From 1908 to 
1910 he was with the parent Good- 
year Co. in Akron, Ohio. Then he 
came to Canada to organize the 
Canadian company, and since that 
time his interests have been so 
thoroughly Canadian that he is now 
justly regarded as one of the coun- 
try’s leading citizens. He is presi- 
dent of the Dominion Bank and of 
the Canada Bread Co., both of 
which are purely Canadian organi- 
zations. 

It appears to have been largely 
a matter of chance whether any 
particular industry in Canada 
should trace its growth from Cana- 
dian, British or American sources. 
In the primary cotton textile indus- 
try it might be expected that, as it 
is dependent mainly on the United 
States for its raw material, its 
establishment in Canada would be 
initiated from across the line. But, 
contrary to expectation, Dominion 
Textile Co., Limited, and the other 
leading companies in this field are 
Canadian in origin, management 
and ownership. The Canadian 
automobile industry, which gives 
employment to thousands of Cana- 
dians, might have been developed 
by capital from the United King- 
dom, if manufacturers there had 
considered it worth while to estab- 
lish branch plants in Canada and to 
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build a car suited to Canadian con- 
ditions. As it happened, Canada 
was virtually ignored by the British 
manufacturers, and the industry 
has developed under American 
auspices. 

The more progressive American 
companies that have established 
factories in Canada have Canadians 
on the directorate of the Canadian 
company and frequently on the 
board of the parent company as 
well. Some companies seek to have 
Canadians participate as _ share- 
holders in their operations. 

The authors of “Canadian - 
American Industry,” the most com- 
prehensive study of the subject yet 
published, conclude that about one- 
fourth of the Canadian subsidiaries 
have an unrestricted Canadian 
management and another fourth 
are completely supervised by the 
parent company. In the remaining 
half the local manager “only looks 
to the parent company for general 
guidance, and for approval of large 
expenditures, radical price changes 
and major contracts.” 

If the history of the development 
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of tha United States be studied, it 
will be found that it was based on 
importation of capital and people. 
Yet that country has never shown 
any fear of becoming subservient 
to the nations that provided the 
capital. As American industry 
progressed, the country had a sur- 
plus of capital which could be used 
elsewhere and Canada, for many 
reasons, offered the most promising 
opportunities for investment. While 
Canadian development is still far 
from complete, it is worthy of note 
that Canadian capital invested 
abroad now amounts to approxi- 
mately $2,000,000,000. It is safe to 
prophesy that some time in the not 
too distant future the flow of new 
capital into Canada will diminish, 
not because of the fulminations of 
the jingoists but simply because 
Canadians will be able to finance 
their own development. 

In the meantime, Canadians can 
welcome with a clear conscience 
any capital that may be attracted 
here. American dollars become 
naturalized as soon as they cross 
the line. 
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THE CONSTITUTION AND THE COURTS 





By C. C. CARROTHERS 


EADERS of this Review will 
have noticed that with the 
subsidence of the Democratic at- 
tack on the Supreme Court in the 
United States a Canadian counter- 
part of the movement is well under 
way. The source of the difficulty 
is similar. Each nation has a writ- 
ten constitution. Changing social 
and economic conditions require 
changing constitutional parliamen- 
tary procedure. But constitutions 
once written are difficult to change. 
Politicians always find some way 
out of accepting blame for existing 
difficulties. Thus in the American 
Republic we saw the President 
fastening the blame on the Supreme 
Court of that country. His remedy 
was drastic. He proposed creating 
sufficient judges to give political 
judgments based not on legal inter- 
pretation of the constitution but on 
political requirements. That his 


own followers refused to go that 
far in scuttling the ship of state is 
greatly to the credit of the Demo- 
cratic party. 

In our own country difficulties 
over social and industrial legisla- 
tion have resulted in a similar con- 


dition of legislative difficulty. And 
as there, so here, politicians, afraid 
of constitutional reform which is 
the obvious solution, turn their at- 
tention to wholly unjustifiable 
attacks on the Courts, which are 
charged with the final decision as 
to the validity of legislation. 

However, a peculiar condition of 
judicial responsibility under the 
British North America Act creates 
in Canada a situation which differs 
radically from that obtaining in 
the United States. Not only have 
we a Supreme Court in the Do- 
minion charged with advising on 
the legality of Provincial and Fed- 
eral legislation, but we have also 
a higher Court sitting outside our 
country, to which interested parties 
can take final appeals. An inquiry, 
therefore, into the relationship be- 
tween the Supreme Court of Can- 
ada and His Majesty in his Privy 
Council may at this time be of 
interest. 

Section 101 of the British North 
America Act provides for the estab- 
lishment by the Dominion Parlia- 
ment of a General Appellate Court 
for Canada, and in 1878 was estab- 
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lished the Supreme Court of Can- 
ada, having appellate jurisdiction 
from all the Provinces. The Court 
currently consists of a Chief Jus- 
tice and six Puisne Judges. It sits 
in session three-times a year, com- 
mencing in February, April and 
October. Five judges constitute a 
quorum, but this number may be 
reduced to four on the consent of 
all parties. 

The Court hears appeals from 
Provincial Courts in criminal cases, 
and in civil matters involving at 
least two thousand dollars. From 
the constitutional viewpoint, how- 
ever, interest centres in Section 55, 
which provides for reference to the 
Court by the Governor-in-Council 
of important matters of law or fact 
touching 

(a) interpretation of the British 
North America Act. 

(b) The constitutionality of any 
provincial or federal legisla- 
tion. 

(c) The appellate jurisdiction as 
to educational matters. 

(d) The powers of the Parlia- 
ment of Canada or of the 
legislatures of the provinces. 

Readers of the Review will re- 
member the reference under this 
section of the so-called “New Deal” 
legislation of the late Bennett Gov- 
ernment. They will remember also 
that much of that legislation was 
passed in the hope that the Privy 
Council had suffered a change of 


heart with regard to the interpre- 
tation of Canada’s statutory consti- 
tution. It was confidently expected 
by some political groups that the 
Supreme Court of Canada would 
lead the way into a new era of 
interpretation. But the decisions 
of that Court, announced in Sep- 
tember, 1936, dispelled any illusions 
on the point. The majority opinion 
of the Court insisted on interpret- 
ing the validity of the legislation 
in strict accordance with the usual 
rules of interpretation. In refusing 
to be swayed by what appeared to 
be political expediency they adopted 
the same position as their brothers 
of the Supreme Court of the United 
States had taken—and with similar 
results. An intensive campaign of 
criticism and abuse was inaugu- 
rated against the Court. 

The next step was to take ap- 
peals to the Privy Council. Again 
optimistic politicians predicted that 
even if the Supreme Court had 
failed to do violence to the lan- 
guage of the British North America 
Act to serve political purposes, at 
least the Privy Council would see 
the light. The reason for this con- 
tinued optimism is apparent in a 
long series of decisions which 
might profitably be reviewed in 
brief here. 

The Judicial Committee of the 
Privy Council, as indicated above, 
is the supreme judicial body in the 
British Empire. Appeals in the 
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form of petition to the Crown may 
be taken to it from all the Provin- 
cial Courts of Canada and from the 
Supreme Court of Canada. Its 
most important function is, of 
course, so far as Canada is con- 
cerned, interpretation of the British 
North America Act; it is the final 
authority on the ever vexatious 
question of the conflicting powers 
and jurisdictions of the legislatures 
and of Parliament. It consists of 
the Lord Chancellor and several 
Lords of Appeal, and its reputation 
for legal erudition and judicial 
soundness is world wide. 

For seventy years the Lords of 
Appeal have been acting as inter- 
preters of our written constitution. 
As Mr. Justice Holmes of the Su- 
preme Court of the United States 
aptly noted, “a word ... is the skin 
of a living thought and may vary 
greatly in color and content ac- 
cording to the circumstances and 
the time in which it is used.” It is 
thus not to be wondered at that dif- 
ferences of opinion are frequent in 
deciding what is meant by the 
language used by the framers of the 
Act. Further, since many social and 
industrial doctrines, many means of 
communication and transportation 
now commonplace were unheard of 
when the document was drafted, it 
is remarkable that any interpreta- 
tions are possible to take care of 
the existing difficulties. 

Definite trends of construction, 
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however, are readily seen in the 
multitude of decisions since Con- 
federation. Broadly speaking, from 
1867 to 1930 decisions on jurisdic- 
tion were marked by curtailment of 
federal jurisdiction and consequent 
increase of provincial jurisdiction. 
The residuary powers in the Federal 
Government were relegated to a 
status of reserve power for use only 
in times of national emergency. The 
jurisdiction over “trade and com- 
merce” became only supplementary 
to other powers conferred, and the 
Provincial power over “property 
and civil rights” grew to the extent 
that the real residuary powers 
under the constitution resided in 
the provincial legislatures. 

The nadir of Dominion power 
was actually reached in the Snider 
Case, which dealt with the Do- 
minion Industrial Disputes Investi- 
gation Act of 1907. This decision 
practically nullified the “trade and 
commerce” section of the Act. The 
canons of construction used during 
this long period leading up to and 
culminating in the Snider Case were 
based on the avowed principle that 
the constitution was to be inter- 
preted by the same methods of 
construction as those applied to 
other statutes. The original pur- 
pose of the Act, the surrounding 
circumstances at the moment, were 
not pertinent. The actual text of 
the Act was all that must be con- 
sidered. 
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In 1930 this literalistic approach 
was abandoned. The Privy Council 
declared that the Act must be re- 
garded not merely as a Statute but 
as a constitution. The Lord Chan- 
cellor spoke of it as “a living tree 
capable of growth and expansion.” 
But he pointed out as well that the 
Court was bound by what the Act 
said and not by what might have 
been intended to have been said. 

In 1932 the Aeronautics case 
gave to Dominion jurisdiction the 
whole field of aerial navigation. An 
international convention was used 
as an argument that the Dominion 
had power to implement its obliga- 
tion. But in the same year the 
Radio case found the Privy Council 
feeling that it was getting into 
difficulties. It found that, although 
Canada was party to a Radio con- 
vention similar to that effecting 
aeronautics, they must look to 
other reasons fer holding that the 
field lay within federal jurisdic- 
tion. This time it was assigned to 
the “residuary powers” section of 
the Act. As a result the Dominion 
apparently received enormously 
increased powers under that sec- 
tion. Closely following on the Radio 
case came one dealing with appeals 
to the Privy Council in criminal 
cases. Here again in language that 
was quite clear the Council said 
“that construction most beneficial 
to the widest possible amplitude of 
its powers must be adopted.” 
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Thus, briefly, the chain of events 
led to the submission of the “New 
Deal” legislation to the Privy Coun- 
cil. In the House of Commons, dur- 
ing debate, it was openly admitted 
that the hope of the legislation 
ultimately being held within fed- 
eral jurisdiction lay in the changed 
attitude of the Privy Council to the 
Act. Unfortunately the swing of 
the pendulum of judicial construc- 
tion toward the more liberal inter- 
pretation appeared to have reached 
its limit and the swing back was 
obvious in the several decisions 
given on the Bennett legislation. 
Substantially the basis of interpre- 
tation has now reverted to the days 
prior to 1930. Parliament has 
learned the limits of the swing 
from the literal to the liberal doc- 
trines of construction. To blame 
the Privy Council, however, for its 
inability to stretch the meaning of 
an Act to cover matters never con- 
templated is merely the recourse of 
politicians. lacking statesmanship 
to effect.the only proper remedy— 
the amendment of the British 
North America Act. Meantime, 
the attacks on our Courts and par- 
ticularly on the right of appeal to 
the Privy Council will undoubtedly 
increase. In the interests of the 
country’s welfare it is essential 
that publicity be not confined to 
those who find in the position of the 
Courts a convenient camouflage for 
their own lack of political courage. 











THE MAIL ORDER CATALOGUE 





By JOHN J. C. EVANS 


EpiTor’s Note: The catalogue is 
the salesman for the mail order store 
and is sometimes the only means of 
contact in certain parts of the coun- 
try between store and customer. Its 
importance is therefore great to the 
company as well as to the customer. 
Shopping at home with a catalogue 
can be interesting as well as time- 
saving. This article, which was 
taken from Mr. Evans’ thesis, “Mail- 
Order Selling,” discusses the cata- 
logue from various angles. 

” ~ ~ 

N the two large mail order 

houses in Canada referred to 

specifically in this article, the cata- 
logue is the chief selling medium. 
Thus, it is imperative that every 
conceivable means be used to en- 
hance the catalogue in order that it 
exert the greatest possible force as 
a stimulus for obtaining sales. Con- 
sequently, these catalogues are 
built on a very scientific basis and 
actual investigation is carried out 
in order to help determine what 
features the mail order buying 
public deem most important in the 
catalogue. 

The 1928 catalogue of The W. 
Company, Limited, returned ap- 
proximately $30.00 in sales per 
book issued; in 1933 the catalogue 
returned about $20.00 per book. An 


estimate of the total number of 





pages issued in 1933 divided into 
the total dollar value of mail order 
sales for the year gives the average 
sale per page as approximately 
thirty-one cents. 


Number of Books 


The general plan in Canada is to 
issue two large books each year, 
one for Spring and Summer and 
one for Fall and Winter. These 
books carry complete lines of mer- 
chandise and act as a price guide 
during the period they are in force, 
which is approximately six months. 
In addition, mid-Summer and mid- 
Winter sales books are issued. 
These books, for the most part, 
contain every-day needs at special 
prices due to heavy stocks or in 
view of a style change. A Christ- 
mas Supplement is put out contain- 
ing Christmas gift suggestions and 
various Christmas supplies such as 
candies, toys, fruit and nuts. There 
is also an Easter book which comes 
out in April, which stresses the 
coming Summer fashions. Special 
sales books or “Flyers” are occa- 
sionally sent out at different times 
of the year. 

The W. Company, Limited, also 
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issues special catalogues for radios, 
furniture and other articles, which 
gives a wider selection of lines. 
These booklets may be secured by 
prospective customers on request. 
In this way the company is giving 
a better service to those interested 
in particular types of merchandise, 
and saves itself money by cutting 
down the size of space in the large 
catalogue for the various depart- 
ments concerned. It is interesting 
to note that these booklets are 
issued for merchandise on which 
the dollar profit is large and the 
mark-up high. 

When a new catalogue is issued, 
the volume of sales increases con- 
siderably for a period of two or 
three weeks over the general level 
of sales. This is because people 
are curious to look through the 
book when they first receive it, and 
a greater number of orders result. 
The new styles and the probability 
of receiving fresh merchandise also 
cause an increase in sales. 


Allotment of Space in a Catalogue 


In the large mail order houses 
catalogue space is bought by the 
various departments in accordance 
with what they are able to pay; 
this generally depends on the vol- 
ume of sales. 
percentage figures per department 
remains fairly constant in relation 
to the total volume of sales; there- 
fore the space in the catalogue re- 


The sales volume in | 
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mains relatively a fairly constant 
percentage for each department. 
Some slight differences sometimes 
occur; for example, at the present 
time with the general prosperity of 
the farmer on the increase it might 
be that one or two additional pages 
will be devoted to farm implements. 

An analysis of the catalogues of 
The W. Company, Limited, for Fail 
and Winter, 1926, 1929, 1932 and 
1936 discloses approximately the 
same percentage space per depart- 
ment. Ladies’ clothing occupied 
about 25% of the space, men’s 
clothing 17%, children’s wear 4%, 
household goods 9%, with the re- 
maining 45% of the space being 
used for novelties, hardware, farm 
implements, building materials, 
paint, automobile accessories and 
sporting goods. 

These figures were obtained by 
taking actual count of the cata- 
logue pages and listing the articles 
shown on the pages, percentages 
thus being calculated. 


Cost and Organization of the 
Catalogue 


The cost of a catalogue is deter- 
mined on the maximum side by 
what the traffic will bear, and on 
the minimum side by the require- 
ment that the catalogue be of suffi- 
cient scope and quality to present 
the material attractively and sus- 
tain the prestige of the house. The 
investment must not be so great 
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that the book becomes badly out of 
date before it is economically pos- 
sible to issue a successor. The cost 
of the catalogue put out by The W. 
Company, Limited, is approxi- 
mately sixty cents, while the cost 
of The X., Limited, catalogue is 
about forty-five cents. The cost of 
The Y. and Z. catalogues approxi- 
mates one dollar per copy.’ 

The mail order catalogue is or- 
ganized on a definite logical pat- 
tern. In the general merchandise 
catalogue, women’s wear is placed 
first, the purpose being that the 
women in most cases are the per- 
sons in the household who do the 
buying; consequently the aim is to 
attract their attention first. Chil- 
dren’s clothing is placed next, fol- 
lowed by drygoods, linens, sheet- 
ings and other goods of a similar 
nature, household needs, furniture, 
hardware, paints, sporting goods 
and farm implements. 


Physical Make-up 

The catalogue is made up in 
forms or sections of eight pages or 
multiples of eight. Thus, those 
sections which are unaffected by 
style changes and remain fairly 
standard from year to year are 
printed some time in advance. This 
enables those departments carrying 
highly styled merchandise to leave 
the printing of their forms until 
the last possible moment. Approxi- 


'“How Much Does a Catalogue Cost?” 
Printer’s Ink, September 12, 1929. 
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mately eighty per cent of the mer- 
chandise is unaffected by sudden 
style changes during a season and 
therefore the copy can be made up 
for early printing. 

The cover of the book serves as 
the package, and its primary pur- 
pose is to identify the contents and 
preserve them in good order. A 
well-designed cover of good quality 
helps command a reading when the 
catalogue first arrives, makes it 
seem worth keeping, and reflects 
the character of the company and 
the merchandise. 

The binding is the backbone of 
the catalogue, and if there is one, 
it should be labelled for identifica- 
tion on the user’s shelf. The name 
of the catalogue with the date is 
usually displayed. 

The better the grade of paper 
used, the better impression the 
catalogue gives of the quality of 
the merchandise and of the stand- 
ing of the house. It is important 
also that the paper be of good 
enough quality to give a clear, at- 
tractive picture of the merchandise. 
The balancing factor is cost in rela- 
tion to the volume of sales. Dur- 
ing the last few years the quality 
of paper has been reduced in an 
effort to cut costs. 

Much of the catalogue’s sales 
power depends upon the clarity and 
accuracy of the illustrations. Thus 
the matter of good engravings is of 
importance. 
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In most large catalogues an insti- 
tutional message is printed which 
serves to acquaint new customers 
with the character and resources of 
the company they are dealing with. 
While merchandise values inevit- 
ably count most, people also like to 
know they are dealing with a 
sound, reputable firm. The W. 
Company, Limited, adheres to this 
policy, alloting a varying number 
of pages depending on business con- 
ditions. In 1932 eight pages were 
given over to the printing of an 
institutional message, while in 
more recent catalogues only one or 
two pages are being used. The fol- 
lowing is taken from the Fall and 
Winter catalogue, 1932: 


“Reasons Why It Pays to Buy 
From W’s” 


“You would find it hard to credit 
the figures if we quoted the enor- 
mous quantities in which buying is 
done for the numerous W. stores 
and catalogue. Sometimes we take 
the whole output of factories—in 
fact, it has occurred that almost an 
entire community has been affected 
by the tremendous size of W’s pur- 
chases. This volume buying se- 
cures rock-bottom prices from 
manufacturers, which, of course, 
means a saving for us. And the 
fact that we buy advantageously 
means a saving for you, too. 

“The catalogue describes and 
illustrates merchandise so fully and 
accurately that the effort and ex- 
pense of personal shopping are 
rendered unnecessary. Thus, sell- 
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ing merchandise by mail, the W. 
mail order system handles orders 
in the simplest and most economi- 
cal way possible. 

“All these savings go back to our 
customers, in the low prices and 
outstanding values for which W’s 
is noted. 

“Tt is a well-known fact that a 
small order costs more to send than 
a large order. Because of this W’s 
has never encouraged customers to 
order in small amounts. 

“The shipping expense of W’s is 
reduced to the lowest possible cost 
because nearly every order received 
is for $2.00 or more. As a result, 
no necessary delivery charges are 
included in the prices throughout 
the catalogue.” 

There is value in detailing at not 
too great length, the history of the 
company, provided the account is 
so framed as not to dwell upon past 
glories, but to show how the skill 
and experience gained, benefit the 
buyer. 

Pictures are useful in getting 
across a vivid impression of a firm 
size, stability and handling facili- 
ties. 

Photographs of key men in a 
company are a means of enhancing 
a sense of personal relationship. 
These are best limited to major 
executives and those with whom 
the customer may have direct con- 
tact, either by mail or in person. 

News is the most stimulating 
characteristic that catalogue copy 
may have, completeness of infor- 
mation is the most important. In 








ing 
py 
or- 








addition to listing all the necessary 
specifications of size, colour, price 
and special features, the copy 
should bear heavily upon the pros- 
pect’s consuming problem, listing all 
known uses of the product. | 

The catalogue also benefits by 
copy having a personal human 
flavour. Its purpose is broader 
than to supply a mere definition of 
the product. The use of personal 
pronouns — “we” and “you” lend 
interest, and help bridge the gap 
between buyer and seller. 

The first function of the headline 
is to identify the product in the 
accompanying copy. The second is 
to impart a live, forceful message 
that will encourage reading the 
copy. 

Too much stress cannot be laid 
upon clear, accurate, attractive il- 
lustrations, since it is their purpose 
to show a “sample” of the merchan- 
dise as effectively as _ possible 
within the limitations of two di- 
mensions and the size of the page. 
Current practice tends toward plac- 
ing increasing reliance on the pic- 
ture of the merchandise to do a 
major portion of the selling job. 
Illustrations that bleed off the page 
edge are increasing in favour be- 
cause of the greater space that is 
available. 

The outstanding trend in modern 
catalogue topography is toward 
simplicity. The old tradition that 
called for fussy, hand-lettered cap- 
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tions and a chaotic profusion of 
different headlines and body faces 
has been discarded. A single type 
family for the text, and not over 
two or three headline styles is the 
order of today. Ease of reading is 
an essential, ranking above all 
other considerations in the cata- 
logue. 

The page should be arranged in 
a simple, orderly fashion that 
serves the convenience of the 
reader in referring to merchandise 
descriptions. The old crowded, con- 
fused type of layout is definitely 
passed. The merchandise is now all 
clearly and distinctly illustrated; 
short, concise descriptions are 
given and the catalogue is no longer 
a horrible jumble with poor illus- 
trations overlapping one another, 
accompanied by long, rambling 
descriptions. It must be remem- 
bered, however, that the set-up 
should not be so nearly perfect that 
the book will become monotonous 
and fail to get the attention that it 
deserves. 


General Index 


A good index makes it easier for 
a customer to buy from the cata- 
logue and enables him to under- 
stand and use it more thoroughly. 
A poorly indexed catalogue not 
only fails to fulfil these desirable 
functions, but annoys the prospec- 
tive purchaser. The index should 
be carefully prepared, with a view 
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to accuracy, adequate cross index- 
ing, logical order of listings, and 
the use of a reasonably large size 
type. Another desirable feature is 
to make the index easy to find. This 
may be done by using tabs or by 
using different coloured paper and 
by being consistent in the placing 
of the index in some part of the 
catalogue. 
Colour 

The use of colour points up illus- 
trated displays of merchandise, and 
the common experience of mer- 
chants selling direct from the cata- 
logue is that colour usually yields 
twice as many sales as black and 
white. A second value in colour 
pages is that their presence tones 
up the book as a whole, increasing 
readability and interest. Colour, 
however, used profusely is an ex- 
travagance. Its employment should 
be very definitely directed, either 
toward imparting realism to the 
appearance of illustrated products, 
or setting off the merchandise 
attractively. The following charge 
gives the percentage of four colour 
pages in relation to the total num- 
ber of pages for the fall and winter 
catalogues of The W. Co., Limited, 
for the years listed. 


Fall and Percentage of 
Winter Catalogues Pages in Colour 
. SRS ee 19.6 
SS een 12.8 
ME cchusieseedinncespions 6.5 
OBB BF sack cscncicsssocerssess 13.2 

Spring and Percentage of 


Pe ry 
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It is noticeable that as the 
volume of business declines the 
percentage of colour pages also de- 
clines, in accordance with the policy 
of keeping costs as low as possible. 
As mail order sales increase, and 
more money is available for cata- 
logue expenditure, the books will 
undoubtedly contain more colour 
pages. 

Guarantee 

The buyer, from the catalogue 
stands in need of every possible 
assurance that the sight unseen 
product will perform satisfactorily. 
Hence, a strong unequivocal guar- 
antee is an important selling in- 
strument. The majority of mail 
order houses adhere to a policy of 
“Satisfaction Guaranteed or Money 
Refunded.” Many interesting stor- 
ies have developed of efforts to 
defraud mail order houses by re- 
turning goods, with the result that 
a careful check is maintained to 
see that the privilege is not abused. 


High Spotting 

Special emphasis for merchan- 
dise, which it is desired to feature, 
is available through strategic use 
of positions in the catalogue where 
reader traffic is heavy. The most 
favourable positions are the covers, 
other desirable positions are next 
to order blanks, or ordering infor- 
mation. W’s feature their “Star 
Specials” on the top right hand 
corner of the page, a position which 
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catches the eye as the pages are 
turned. 


Advertising Allowances 

In Canada mail order houses are 
known to accept advertising allow- 
ances from manufacturing concerns 
to feature their goods. This cus- 
tom, nevertheless, is not common. 
In the United States this procedure 
is generally frowned upon by the 
large houses. By accepting adver- 
tising allowances the catalogue 
tends to become an advertising 
medium, rather than an exclusive 
means of selling the company’s 
own merchandise.’ In 1933 The X. 
Company, Limited, received $1,100 
and The W. Company, Limited, re- 
ceived $5,952.39 in advertising 
allowances.? 


Order Blanks 


People are proverbially hard up 
for a piece of paper when a critical 
moment arrives. Adequate pro- 
vision of order blanks is insurance 
against postponement or possibly 
total loss of orders. Some com- 
panies provide order blanks as 
separate enclosures, others include 
them in several pages at the back 
of the book, from which they may 
be detached and mailed. The en- 
closure of one or more envelopes, 
addressed to the company, is usual- 





1“You Can’t Buy Space in a Mail Order 
Catalogue,” Printer’s Ink, July 3, 1930. 


2Price Spreads and Mass Buying, Pro- 
ceedings and Evidence, page 3169. 
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ly advisable to make the ordering 
process still easier. The instruc- 
tions for ordering should be as 
clear as possible. Some companies 
reproduce sample order blanks 
filled out for a typical order. 

There always remains the possi- 
bility that some prospects may de- 
sire, or need further information 
about the products not covered in 
the catalogue. Some companies 
encourage inquiries by binding 
detachable post cards into the cata- 
logue that may be torn off as 
needed. Each card is addressed to 
the company; the message side of 
the card phrases a request for in- 
formation and provides spaces on 
which to indicate the description 
and number of items inquired 
about. 

Distribution 

The catalogues are usually dis- 
tributed by mail. In Canada the 
general policy is to ship them by 
freight to central postal centres 
from which they may be mailed 
within a radius of twenty miles for 
a comparatively low rate; in this 
way a saving of from three to five 
cents is made, depending on the 
weight of the catalogue. If on de- 
livery the person to whom the cata- 
logue is addressed is no longer a 
resident at that address, the post- 
master removes the wrapper and 
returns it with an explanation to 
such an effect. The postmaster 
then distributes the catalogues to 
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anyone whom he believes to be a 
potential mail order customer. It 
takes between two and three weeks 
for X’s and W’s to get an issue of 
their catalogues sent out. In 1930 
and 1931 The X. Company, Limited, 
in the face of declining sales, issued 
a catalogue entitled “Canada Wide” 
every two months, and attempted 
to distribute it to every home 
throughout Canada. This venture 
did not prove successful and the old 
system was again reverted to in 
1932. 

Catalogue distribution is regu- 
lated by various methods. The W. 
Company, Limited, have a system 
whereby they send out catalogues 
to every person from whom an 
order has been received in the last 
six months or possibly longer. The 
time limit is not fixed, but varied, 
in some instances to reduce cata- 
logue costs; in other instances, if 
catalogue distribution has fallen off 
a longer period will be considered, 
and consequently a greater num- 
ber of catalogues will be mailed 
out. In this way, a more or less 
constant volume of catalogues is 
being sent out. The curiosity 


seeker is also eliminated by this 
method. The X. Company, Limited, 
use a somewhat similar system. 

The number of catalogues issued 
by The X. and W. mail order houses 
can be seen from the following 
table: 
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Total Number of . ~ e —— 


Year 

ee 06a. 322 
a 991,740 927,000 
a 943,000 
OES 935,000 
i innikesnscticte 904,000 
Ro cnsicatntes 857,000 
NT 815,242 854,000 


According to a representative of 
The X. Company, Limited, cata- 
logue circulation has increased 
during the last two years to nearly 
a million books. Approximately 
eleven per cent of the catalogues 
from X’s Toronto division go to 
urban centres, the remainder going 
to rural sectoins. 

Mailing Lists 

The mailing list in a mail order 
house is your customer’s record file. 
This file consists of cards with 
space for the name, address, date 
and amount of order. If an order 
has not been received within the 
current catalogue mailing period, 
the card is removed from the active 
file and placed in the inactive file. 
Mail order houses attempt to 
classify their customers into fam- 
ilies, in order to prevent more than 
one catalogue going to a household. 
They thus encourage every person 
in a family to order under one 
name. X’s use a type of window 
card which can be placed in an ad- 
dressograph machine. This method 
saves considerable time and money 





1Price Spreads and Mass Buying, Pro- 
ceedings and Evidence, page 3548. 
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in addressing the catalogues. These 
mailing lists are of inestimable 
worth and cannot be bought. 

Since the catalogue sells best 
when it is first received, the mail- 
ing should be carefully timed to 
minimize competition with other 
mail, and other affairs of the buyer. 
The Fall and Winter catalogue is 


sent out about the first of August, 
while the Spring and Summer cata- 
logue is sent out about the first of 
February. The Christmas sale 
book is sent out in November and 
the Spring sale book in April. Other 
sale books are occasionally sent out, 
but there is no set date for mail- 
ing them. 








CHOOSING THE PROPER SHAREHOLDERS 


By JOHN FORRISTAL 


HIS article proposes to discuss 
very briefly the topics of man- 
agement stock ownership, employee 
stock ownership, customer stock 
ownership and producer stock 
ownership. 

The first of these, management 
stock ownership, is accepted gen- 
erally as something that must al- 
ways and does always exist. A few 
exceptions are recognized occasion- 
ally. But of late years manage- 
ment stock ownership has fast been 
approaching the realm of another 
popular delusion. More and more 
large corporations are hiring their 
executive talent, company directors 
are becoming mere figureheads who 
are supplied with a few shares of 
stock each so that they may hold 
seats on the board and so that their 
names may be used publicly as 
being connected with the company 
in an important capacity. Such 
directors and such executives can 
have no more interest in the wel- 
fare and benefit of the sharehold- 
ers than the law demands that they 
possess. This is much too fragile 
a thread to support the sword that 
hangs above the stockholder's 
head. 

The executives of the company 
are the first people to whom the 
stock must be sold. Only when 


these men are vitally interested in 
the future of the business from the 
standpoint of ownership, not mere- 
ly from that of salaries and profits, 
can the management work entirely 
in the best interests of the share- 
holders. The block of stock owned 
by such executives need not be 
important as far as the company is 
concerned, but it must be important 
to the executive. 

Employees are advocated often 
as another suitable market for the 
company’s stock. It is argued in 
favor of employee stock ownership 
that only through a method ot 
profit-sharing such as this will the 
firm obtain the acme of interest, 
endeavour and co-operation from 
employees. Other forms of profit- 
sharing exist, but none of them are 
supposed to be able to rival this 
method, because employee stock 
ownership appeals to the pride of 
the workers and makes them feel 
that somehow they have been 
raised to the position of “capital- 
ists” no matter how small their 
investment may be; because other 
forms do not permit the distribu- 
tion of large shares of profits to 
each worker; because it offers the 
worker a convenient form of sav- 
ing. From the standpoint of the 
company, too, employee’ stock 





he 
re- 
ts, 
aly 
re- 
ed 
be 


int 


it- 
re 
lis 
ck 


2e] 
ell 
al- 
oir 
er 
u- 


he 
\V- 
he 
ck 








ownership is regarded with favor 
because it increases the loyalty of 
the worker; because it arouses 
more opposition to unions as class 
consciousness is decreased ; because 
it facilitates dealings with -the 
employees. 

Each one of these arguments 
may outline something that is of 
value to the employee or to the 
company, but this picture has, 
definitely, another side. Employee 
profit-sharing through stock owner- 
ship is fraught with dangers, par- 
ticularly dangers for the company. 
The chief peril to the employee is 
that he may lose a certain propor- 
tion of his savings, the one risk 
that he is neither able nor willing 
to face. His savings were to be 
protected. The company, then, 
faces the job of trying to dispel the 
hostility of the employee who con- 
siders that he was inveigled into 
such a loss and that the company 
should bear not only the blame but 
also the misfortune; this in spite 
of the fact that the employee prob- 
ably sold the stock himself, once 
the market price dropped, in order 
to rescue part of his capital rather 
than wait until the market steadied 
and the prices rose once more. 
This movement to sell in the face of 
a declining market while the oppor- 
tunity exists to retain a small por- 
tion of the investment is as irre- 
sistible and as impossible to stop 
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as a forset fire swept along by a 
mile-a-minute gale. 

The company cannot afford 
usually to encounter such hostility. 
Labor relations become strained 
more than they would have been 
had the plan never been begun. The 
employee develops an intense con- 
viction that he was never meant to 
be a capitalist; he becomes much 
more receptive to union advances, 
particularly if the company is op- 
posed to unionization; he becomes 
most belligerent and difficult to 
handle in his bargaining with the 
company. It might be added here, 
too, that the advantage of arousing 
increased loyalty in the worker by 
this means is somewhat ephemeral 
and rather indefinable. 

Employee stock ownership is 
dangerous also because it must be 
too closely hedged. Too many pre- 
cautions must be taken and these 
may be expensive to the company. 
As many as possible of the risks of 
ordinary investment must be elimi- 
nated for the employse. A specula- 
tive security is impossible for an 
employee stock ownership plan 
simply because the untrained indi- 
vidual cannot distinguish it from 
an investment security—even if he 
could recognize the difference in 
value between one thousand shares 
of the Sellen Run Oil Company and 
one share of the Bank of England. 
It is necessary, therefore, that he 
should be issued a prior preference 
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security guaranteed against any 
decrease in value through market 
fluctuations. This becomes some- 
what difficult in Canada where the 
law forbids a company to deal in its 
own securities and allows it to pur- 
chase them only to retire them. 
Earnings, that is, dividends, must 
be guaranteed so that the employee 
will receive a return on his invest- 
ment at regular intervals, for regu- 
lar payments are his chief indica- 
tion of security. This limits the 
possibility of a successful employee 
stock ownership campaign to public 
utilities almost immediately as no 
industrial stock can be sure of the 
ability to pay regular dividends. 
This source of capital is too danger- 
ous for general usage. 

The third source of capital that 
supplies shareholders useful to the 
company is the company’s custom- 
ers. This is not a new method of 
obtaining capital, either, but it has 
been limited, to a very great ex- 
tent, to use by public utilities. 

Customer stock ownership as 
exemplified by the public utilities 
has not had a too unfavourable re- 
ception. The most serious objection 
to it rests on the implied obligation 
assumed by the company issuing 
the stock to protect the money en- 
trusted to it. Most of the utilities 
have accepted this obligation and 
have done everything in their 
power to safeguard their custom- 
ers. In many cases the consumer 
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was not very clear in his mind con- 
cerning the exact nature of his 
purchase but the utilities, urged on 
by the selfish but sincere motive of 
defending their own interests, have 
been performing a real social 
service in protecting the customers’ 
investments as they have. In 
American experience, they have 
done better than the banks. 

Many advantages have been 
urged as the results of this type of 
stock ownership. Additional good- 
will has been created, increased 
buying and increased missionary 
work have resulted and have led to 
increased sales; wider distribution 
of stock ownership has diminished 
the danger of unfavourable investi- 
gations and adverse legislation; 
widespread public confidence has 
improved credit and has had a 
stabilizing effect on the market 
value of the securities. With all 
these advantages, the plan has 
been used rarely by industrial com- 
panies. They seem to have been 
“asleep at the switch.” 

The value of customer stock 
ownership. to them must not be 
overlooked or underestimated. The 
possibilities of this field are mag- 
nificent within limits. Every firm, 
large or small, receives unsolicited 
advertising free of charge. Some- 
one who is connected with it or who 
thinks he has discovered an inter- 
esting piece of information about it 
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to a friend or acquaintance, possi- 
bly to several friends and acquaint- 
ances. That information, whether 
true or false, missionary salesman- 
ship or invidious propaganda, is 
going to cause a somewhat sharper 
crystallization of opinion about the 
company in the minds of the audi- 
ence. Such word-of-mouth adver- 
tising is unavoidable and since it is 
unavoidable should be guided into 
the proper channels. The share- 
holders are one of the available 
guides and one of the best since 
their information will be accepted 
as authoritative. 

There are certain precaution: 
which must be taken under a plan 
of this nature. There must be, in 
the first place, a plentiful disper- 
sion of information about the com- 
pany. The shareholder must be 
made to feel that every act of the 
management is open and above 
board, that every step his company 
takes is guided by high ethical 
standards and deliberate honesty. 
It is then that his pride in his 
connection with the company and 
his loyalty toward it acquire a 
realizable value, and he begins to 
display his interest openly with 
congratulatory and favourable 
words. Dividends are another thing 
that maintain his interest in the 
company, particularly if they come 
in regularly and with some degree 
of frequency; but the existence of 
general and local depressions is 
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recognized and these dividends ma; 
be discontinued temporarily with- 
out any great loss of support if the 
need arises. The customer stock- 
holder, carefully and generously 
treated, can be a most welcome and 
most advantageous friend. 

With this subject of dividends, a 
few more words based on the ex- 
perience of public utilities might be 
included. Once dividends have 
been reduced, goodwill may become 
illwill among an important percent- 
age of the customer stockholders. 
This change in the public attitude 
toward the company is a serious 
menace. Writers on this subject 
have suggested that it might have 
been better to give the customer 
lower rates than to pay him divi- 
dends for a short time and then 
discontinue them abruptly. If the 
utility had lowered its rates, its 
capital position would not have 
been improved and it would have 
derived no benefits from the sav- 
ings it was offering to the com- 
munity. Then again, compare the 
amount of illwill that would be 
aroused if the company stopped 
paying dividends during a depres- 
sion with the amount that would 
be incurred if the company tried 
to restore the former rates at such 
a time. More people would be 
affected by the second suggestion 
and more people would be dis- 
pleased. Moreover, the reduction 
occurs once and is forgotten within 
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a brief period, whereas the divi- 
dend cheques were a continuous 
reminder that the company was 
doing its best for the shareholder 
for as long a period as possible. 

Producer stock ownership is 
something about which one hears 
very. little and which is used almost 
less. But here is a field that is just 
as valuable and just as available as 
customer or management stock 
ownership. The producer is an- 
other person in frequent contact 
with the company who can be 
shown how closely his interests are 
allied with the firm’s interests and 
why he should be willing to help it. 
If the company’s business improves 
through any efforts, direct or in- 
direct, on the part of the producer, 
his own business will gain from the 
increased demand. Much that has 
been said before in connection with 
the other sections in this article 
may be repeated here with equal 
force. Besides the additional inter- 
est in the welfare of the company 
that this plan will arouse, and the 
spirit of co-operation it will evoke, 
it may have the effect of facilitat- 
ing the determination of the prices 
of the supplies, of quickening the 
speed with which the materials 
may be obtained, of smoothing all 
the relations between customer and 
producer. 

Disadvantages are similar to 
those for employee and customer 
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stock ownership, particularly in 
that the safety of this plan depends 
on the producer. If materials are 
obtained from many small sup- 
pliers, it may be inadvisable for 
the company to sell stock to them 
for much the same reasons that it 
is considered unsuitable to sell 
stock to the employees. It may be 
too dangerous, too difficult and too 
expensive for the company to pro- 
tect the investment that these un- 
trained and financially uneducated 
men might make. This might be 
another case where a preference se- 
curity guaranteed against losses 
through market fluctuations and 
guaranteed to pay regular divi- 
dends, would have to be issued. 
This danger might be obviated ma- 
terially if the producer were well 
enough trained in business and well 
enough educated by experience to 
be able to recognize the nature and 
value of the security. 

This article, then, urges the 
development of a regulated disper- 
sion of stock ownership. Manage- 
ment holdings may be considered 
vital and absolutely necessary, cus- 
tomer and producer holdings gener- 
ally eminently suitable in the in- 
dustrial field and employee stock 
ownership as excessively dangerous 
and unwieldy. Definite rules can- 
not, of course, be laid down because 
circumstances vary, but these may 
be accepted as fairly satisfactory 
principles. 
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